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Financial Highlights 


(dollar amounts in millions, except share data) 

1987 

Change 

1986 

Change 

1985 

Change 

Net sales 

$3,793.0 

+ 14% 

$3,340.7 

+ 14% 

$2,930.1 

+ 13% 

Net earnings 

395.9 

+ 24% 

318.9 

+ 13% 

281.1 

+ 12% 

Earnings per share 

3.20 

+ 24% 

2.58 

+ 13% 

2.28 

+ 36% 

Dividends per share 

1.29 

+ 26% 

1.02 

+ 13% 

.90 

-H 6% 

Funds provided by operations 

549.5 

+ 24% 

442.8 

+ 8% 

411.4 

+ 9% 

Capital expenditures 

478.4 

+ 45% 

329.2 

+ 34% 

245.6 

+ 7% 

Return on average equity 

38% 


40% 


48% 


Debt to total capital 

27% 


31% 


38% 


Average shares outstanding (000) 

123,668 


123,481 


123,275 
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Kellogg Company Annual Report 1987 



Kellogg Company is the world’s leading producer of ready-to-eat cereal products. The 
Company, headquartered in Battle Creek, Michigan, also manufactures and markets a 
wide variety of other convenience foods, including frozen pies and waffles, toaster pas¬ 
tries, soups, soup bases, tea, yogurt, and snack items. 

Kellogg Company brands include Kellogg’s* Mrs. Smith’s* Saladaf Eggof LeGout * 
Whitney's* and Shirriff* 

Kellogg products are manufactured in 17 countries and distributed in 130 countries. 

More than 17,000 people around the world work for Kellogg Company in manufacturing, 
distribution, and management. 

Founded in 1906, Kellogg Company quickly established a reputation for excellence. 

More than eight decades later, that reputation continues.The Company has achieved 
43 consecutive years of increased sales, 36 years of increased earnings, and 31 years 
of increased dividends. 

Kellogg is committed to worldwide growth through the efforts of dedicated people using 
modern, efficient technology to develop, produce, and distribute high-quality products at 
good value to consumers. 
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u \Jk [7e are a company of dedi- 
VY cated people making 
quality products for a healthier 
world. 

W.K. Kellogg 

Founder of Kellogg Company 


Robert L. Nichols. left, 
and William E. LaMothe. 

Kellogg Company's corporate headquarters is 
framed by a sunrise-shaped bridge railing in a 
riverside park maintained by the Company 
for public use. 
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To Our Stockholders 


A broad increase in consumption of 
ready-to-eat cereal products helped 
make 1987 another record year and 
one of substantial growth for Kellogg 
Company. Sales increased for the 
43rd consecutive year, earnings im¬ 
proved for the 36th consecutive year, 
and dividends were raised for the 31st 
consecutive year, with a per-share in¬ 
crease from $1.02 to $1.29. A further 
increase of the quarterly dividend, to 
$0.38 per share, was announced in 
January 1988. 

Consumer recognition of the im¬ 
portance of diet to good health and 
longevity continues to grow world¬ 
wide. This trend strongly favors nutri¬ 
tious, grain-based, ready-to-eat 
cereal products. 

Traditionally, cereal consumption has 
been highest among children under 
17 and adults over 50. In recent years, 
however, consumption increases in 
the 18-49 age group have represented 
not only a commitment by young 
adults to better health and fitness, but 
also an additional opportunity for 
long-term growth of our business. 

Cereal consumption growth in more 
recently developed international mar¬ 
kets has been very encouraging, with 
growth rates in several major coun¬ 
tries currently exceeding 20 percent. 

Marketplace competition in 1987 was 
more intense than ever before, chal¬ 
lenging Kellogg Company to be even 
more innovative and aggressive in re¬ 
sponding to the needs of consumers. 

To strengthen our leadership posi¬ 
tion and our prospects for long-term 
growth, we continue to 
invest heavily in new 

I technologies, product re- 

I search and development, 
■ and effective marketing 

I support programs. 


Particularly noteworthy in 1987 was 
our substantial investment in modern¬ 
izing and expanding our production 
facilities. Among major projects, we 
made significant progress in updating 
our Sydney, Australia facility; we 
began a further expansion of our Man¬ 
chester, England plant; and we con¬ 
tinued the work on our major addition 
to the Battle Creek, Michigan cereal 
plant. This new Battle Creek facility be¬ 
gan producing cereal ahead of sched¬ 
ule in February 1988. 

In January 1988, we announced the 
start of an additional expansion pro¬ 
ject in Battle Creek and plans to 
construct a new cereal production 
plant in Memphis, Tennessee. 

Kellogg Company’s strong financial 
condition provides great flexibility as 
we continue to invest in our business 
and seek new growth opportunities. 

In recognition of this strength, three 
major rating agencies - Moody’s, 
Standard & Poor’s, and Duff & Phelps 
- currently assign their highest debt 
rating to Kellogg Company. 

Management reorganization 
and changes 

In December 1987, Kellogg Company 
consolidated its U.S. subsidiary opera¬ 
tions into Kellogg North America. This 
expanded division also includes our 
U.S. Food Products Division and our 
Canadian operations, Kellogg Salada 
Canada Inc. Concurrently, Horst W. 
Schroeder, president of Kellogg North 
America, was named group executive 
vice president, Kellogg Company. 

We believe that bringing together all 
of our U.S. and Canadian operations 
provides greater synergisms within 
our organization and positions us to 
take better advantage of growth oppor¬ 
tunities in all lines of our business. 


In October 1987, Dr.Theodore 
Cooper, chairman of the board and 
chief executive officer of The Upjohn 
Company, was elected to the Kellogg 
Company Board of Directors. 

Earlier in 1987, Walter T. Redmond, 
former vice chairman and chief ad¬ 
ministrative officer of Kellogg Com¬ 
pany; Paul J. Kehoe, former vice 
chairman; and Gerald D. Robinson, 
former president and chief operating 
officer, retired from the Board of Direc¬ 
tors. Also during 1987, W. Lawrence 
Romans was named corporate vice 
president-internal auditing. 

In January 1988, Louis R. Somers, 
senior vice president-finance, retired 
from Kellogg Company and, in Febru¬ 
ary 1988, Robert L. Burrows, vice pres¬ 
ident-materials planning, announced 
his plans to retire in March 1988. Con¬ 
current with Mr. Somers’ retirement, 
John R. Hinton was named vice presi¬ 
dent-finance and Jay W. Shreiner was 
named corporate treasurer. 

No investment is more important 
than our continuing commitment to 
the growth and well-being of our 
most valuable asset, Kellogg employ¬ 
ees. Their skills and dedicated per¬ 
formance have made us the leader 
in our business and provide strong 
encouragement as we face the chal¬ 
lenges of the future. 

fault 

William E. LaMothe 
Chairman of the Board 
Chief Executive Officer 



Robert L. Nichols kA 


Vice Chairman 
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4 At the center of our heritage 
/\ is a consistent commitment 
to nutrition and health .» 


William E. LaMothe 

Chairman of the Board 
Chief Executive Officer 
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‘Get a Taste for the Healthy Life’ 


Kellogg products and good 
health - the best is yet to come 

Proper diet and regular exercise - 
simple steps to a healthy life-style. 

That’s the message scientists and 
nutritionists increasingly are sending 
to consumers. 

Many of the leading causes of death 
in the United States - including heart 
disease, cancer, stroke, and diabetes - 
have been linked to diet. Clearly, 
what we eat does make a difference. 

Consumers are getting the message. 

They’re cutting back on fat and cho¬ 
lesterol. According to a recent national 
survey, more than 90 percent of meal 
planners say they consciously select 
foods low in fat and cholesterol. 

They’re better informed about fiber. 
Today, more than 90 percent of con¬ 
sumers - triple the percentage of a 
decade ago - are aware of dietary 
fiber as a contributor to a proper diet. 

They’re learning the dietary value 
of foods rich in carbohydrates such as 
grains, fruits, and vegetables. 

Awareness of the importance of a 
well-balanced diet in promoting health 
is not limited to the United States. 
Consumers around the world are be¬ 
coming increasingly knowledgeable 
about the relationship between diet 
and disease. 

This exciting global trend is good 
news for consumers-and for Kellogg 
Company. Nutritious, grain-based 
Kellogg products are a perfect fit for 
a proper diet, and Kellogg Company’s 
worldwide manufacturing/marketing 
network and commitment to the fu¬ 
ture have uniquely positioned the 
Company for continued dynamic, 
long-term growth. 


Complete nutrition comes from a 
proper diet throughout the day. A 
nutritious, good-tasting breakfast 
including ready-to-eat cereal and fruit 
can be a great start toward a better 
diet and better health. Compared to 
other choices, a cereal and fruit break¬ 
fast offers higher levels of several 
nutrients, far less fat and cholesterol, 
and, in many cases, considerably 
more dietary fiber. 

For example, a breakfast of Kellogg's * 
Bran Flakes, fruit, toast, skim milk and 
coffee provides more than twice the 
dietary fiber, yet less than one-third of 
the fat and less than one percent of 
the cholesterol of a typical non-cereal 
breakfast. 

Science-based groups are strongly re¬ 
affirming the positive role of grain in 
the diet. The list of organizations and 
governments which recommend the 
increased consumption of grain-based 
foods is extensive. 

The debate over good nutrition and 
health isn’t new. Nearly a century 
ago at the Battle Creek Sanitarium, 

W. K. Kellogg and his brother, Dr. John 
Harvey Kellogg, spoke strongly against 
the heavy, fat-laden breakfasts of the 
day. They urged consumption of more 
grains, fruits, and vegetables. 

Their dietary recommendations - 
based more on religious beliefs than 
on scientific knowledge - have stood 
the test of time. 

The Kellogg brothers’ commitment 
to developing palatable, grain-based 
foods led to the invention of ready- 
to-eat cereal and to the founding of 
Kellogg Company by W. K. Kellogg 
in 1906. 


A Comparison of Breakfast Types 



Dietary fiber Fat Cholesterol 

(grams) (grams) (milligrams) 


Ready-to-Eat 
Cereal Breakfast 

1 oz. Kellogg s® 

Bran Flakes cereal 
4 oz. skim milk 
Vi sliced banana 

2 slices whole wheat toast 
2 tsp. margarine 

6 oz. orange juice 
coffee or tea 


' A Typical Non-Cereal 
Breakfast 
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«¥ welcome the role private indus 
1 try can play in communicating 
important and accurate health 
information to consumers. 77 

Ernst L. Wynder, M.D. 

President, 

American Health Foundation 
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Over the decades, Kellogg Company 
has remained committed to health 
and nutrition education. The Com¬ 
pany has been a consistent leader in 
such areas as product fortification 
and nutrition labeling. In the 1980s, 
Kellogg packaging and advertising 
have provided consumers with impor¬ 
tant health education information 
from leading organizations such as 
the National Cancer Institute and the 
American Health Foundation. 

Our leadership in nutrition edu¬ 
cation has gone hand-in-hand with 
our leadership in developing innova¬ 
tive, value-added new products and 
strengthening our worldwide manu¬ 
facturing/marketing network. 

The Company’s benchmark new 
product developments have included: 

• Kellogg's Corn Flakes- our first 
product, introduced in 1906, and today 
the ready-to-eat cereal market share 
leader around the world. 

• Kellogg's* All-Bran* 1 (1916), still the 
“gold standard” of high-fiber cereal 
products. 

• Kelloggs * Special K* (1955), the first 
high-protein cereal product. 

• Kellogg’s K Product 19 * (1966), a 
multivitamin and iron supplement 
cereal providing 100 percent of the 
U.S. Recommended Dietary Allow¬ 
ance of certain essential nutrients. 

• Nutri-Grain* (1981), the first line 
of flaked, whole-grain cereal with no 
sugar or preservatives added. 


The Company enjoys strengths other 
than the health and nutritional values 
of its products. Those strengths in¬ 
clude worldwide leadership in our in¬ 
dustry in research and development, 
processing technology, and production 
capability; effectiveness in marketing, 
advertising, and distribution; and 
the flexibility that results from having 
an exceptionally strong financial base. 

However, we believe a key driving 
force behind our growth now and in 
the future is that our products not only 
are right for today, but are becoming 
increasingly important in meeting 
nutritional needs around the world. 

In the 1980s, as consumers have 
become more health and fitness con¬ 
scious, there has been a steady increase 
in cereal consumption in the United 
States, Great Britain, and other mar¬ 
kets once said to be “saturated” or 
“mature.” In less-developed markets 
throughout the world, where Western 
culture and trends are growing and 
people are changing their diets, big in¬ 
creases in cereal consumption are 
occurring, with almost unlimited po¬ 
tential for further growth. 

The bottom line: Consumer aware¬ 
ness of the role Kellogg products can 
play in a healthy diet is better than 
ever before, and we have an excellent 
opportunity for even greater growth 
in the future. 

As we approach the 21st Century, we 
are very optimistic that we will contin¬ 
ue our leadership in “providing quality 
products for a healthier world.” 


Organizations and 
Agencies Supporting 
Dietary Changes Toward 
Grain-Based Foods 


American Cancer Society 

American Diabetes Association 

American Health Foundation 

American Heart Association 

American Institute of 
Cancer Research 

Canadian Cancer Society 

Imperial Cancer Research Fund 
(England) 

National Academy of Sciences 

National Cancer Institute 

U.S. Department of Agriculture 

U.S. Department of Health 
and Human Services 

U.S. Senate Select Committee 
on Nutrition and 
Human Needs (1977) 
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«\s we look to the future, we’re 
xjL not just planning for oppor¬ 
tunities, we’re cultivating them.)? 


Horst W. Schroeder 

President, Kellogg North America 
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Kellogg North America 


Company’s largest division 
builds for the future 

Kellogg North America, which ac¬ 
counts for more than two-thirds of 
the Company’s sales and earnings, is 
comprised of the Kellogg U.S. Food 
Products Division, Kellogg Salada 
Canada Inc., and Kellogg U.S. Subsi¬ 
diaries (see pages 10-11). 

During 1987, both new and well-estab¬ 
lished products contributed to another 
year of solid growth and industry' 
leadership for our U.S. ready-to-eat 
cereal business. 


The introduction of Kellogg’s 1 Mueslix'' 
cereal in two varieties - Five Grain and 
Bran - highlighted a year of consid¬ 
erable new-product activity. Mueslix, 
a premium quality product based on 
popular European “muesli” cereals, 
offers consumers a unique taste and 
texture combination with great nutri¬ 
tional appeal. 



Also, during 1987, the U.S. Food 

Products Division 
introduced: 


n.,L 


Nutri-Grain 




Wheat 

f liikttd Wh Vi (.nun GW 


• Kellogg's * NutriticJ 
a multi-fiber, low- 
fat, cholesterol-free 
cereal. During 
Nutrifies introduc¬ 
tory period,each 
package contained 
a copy of the Ameri¬ 
can Health Foun¬ 
dation’s “Health 
Passport,” a guide¬ 
book providing 
health information 
and charts for keep¬ 
ing an annual 
health record. 


• Kellogg’s " Strawberry Sguares'J the 
Company’s third product in the high- 
growth, fruit-filled biscuit category. 

• Kellogg’s * Pro Grain* a specially for¬ 
tified, multi-grain product developed 
to respond to the nutritional needs 
and taste preferences of active teen¬ 
agers and young adults. 

• Nutri-Grain* Nuggets, the first 
w'hole-grain nugget cereal, providing 
the most dietary fiber of any nug¬ 
get cereal. 

Consumer testing began on Kellogg’s* 
Nutri-Grain * Bars, a natural, fruit- 
filled, between-meal product, available 
in three varieties: Apple, Blueberry, 
and Strawberry. 

The former Kellogg's Honey & Nut 
Corn Flakes' w'as reintroduced as 
Kellogg’s * Nut & Honey Crunch* to 
call greater attention to the unique 
appeal of this tasty product. 

Sales strength was widespread 
among established U.S. brands, includ¬ 
ing traditional category leaders such 
as Kellogg's Corn Rakes * and Kellogg’s 
Frosted Rakes*; ready-sweetened va¬ 
rieties such as Kellogg's ® Froot Loops « 
and Kelloggs* Corn Pops*; and highly 
successful products of the 1980’s such 
as the Nutri-Grain * line, Kellogg’s* 
Crispix* and Kellogg’s* Just Rights 

Again in 1987, the division achieved 
a 40-plus share amid encouraging 
growth in the ready-to-eat cereal 
category and intense competitive 
conditions. 

In Canada, new and established 
brands also performed well. For ex¬ 
ample, Kellogg's Corn Flakes ® 
remained the market leader with 
more than twice the sales of the next- 


leading brand. Kellogg’s Raisin Brarf 
and ready-sweetened products, such 
as Kellogg’s Frosted Rakes* and 
Kellogg’s Corn Pops* achieved sales 
increases amid intense competition 
from generic brands. 

New product introductions in 
Canada included Kellogg’s 8 Fibre UpJ 
containing more dietary fiber than 
any other ready-to-eat cereal; 
Kellogg's * Raisinut Bran'"; and two 
new Eggo’ waffle varieties, Nutri- 
Grain* and Buttermilk. 

A commitment to 
modernization, expansion, 
and effectiveness 

Kellogg Company’s continued growth 
and industry leadership requires that 
we have the finest, most effective pro¬ 
duction facilities. A major step toward 
that end was the completion of the 
first phase of the Building 100 project 
in Battle Creek, Michigan, in Feb¬ 
ruary 1988. Building 100 houses state- 
of-the-art processing and packaging 
equipment as well as space for future 
expansion. A second phase of the 
Building 100 project, announced in 
January 1988, will add further pro¬ 
cessing and packaging facilities. 

Also in January 1988, the Company 
announced plans to construct a major 
new production facility in Memphis, 
Tennessee, primarily to serve growing 
Southern markets. Continuing invest¬ 
ment also is anticipated at our plants 
in Omaha, Nebraska; Lancaster, 
Pennsylvania; and San Leandro, 
California; and at our new research/ 
production facility for convenience 
foods in Muncy, Pennsylvania. 














W I 'he quality of Kellogg Com- 
J. pany subsidiaries testifies to 
the special care with which we 
approach diversification. 55 

Gary E.Costley 

President, U.S. Subsidiaries 
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U.S. Subsidiaries 



Leadership in quality is 
paramount for this select group 
of companies 

Our U.S. Subsidiaries - Mrs. Smith’s 
Frozen Foods Co., Fearn International 
Inc., and Salada Foods Inc - all focus 
on quality leadership. 


Mrs. Smith’s Frozen Foods Co. 


Amid strong consumer acceptance of 
its frozen pies, frozen waffles, and other 
products, Mrs. Smith’s Frozen Foods 
Co. has moved decisively to increase 
its manufacturing capacity and effec¬ 
tiveness. Capital programs took place 
in 1987 at plants in Blue Anchor, New 
Jersey; Morgantown, Pennsylvania; 

San Jose, California; and Arlington, 
Tennessee. The equipping of a large, 
newly purchased facility in Rossville, 
Tennessee, began in 1987. During 1988, 
Mrs. Smith’s will substantially retrofit 
its Pottstown, Pennsylvania plant. 


For many years, the growth rate of 
Eggo* Waffles has exceeded that of 
the total frozen waffle category. 

The trend continued in 1987, with 



the Nutri-Grain' 
variety achiev¬ 
ing particularly 
notable growth. 


Mrs. Smith's also is enjoying success 
in test markets with Eggo - microwave 
pancakes. 

Mrs. Smith’s first product line, pies, 
competes in the extremely competi¬ 
tive frozen dessert category-. However, 
most varieties of Mrs. Smith's * pies 
continue to achieve growth because 
of their unique attributes. For example, 
quality leadership attracts consumers 
to Mrs. Smith’s" Natural Juice" pies, 
while a combination of quality and 
convenience favors the microwavable 
Mrs. Smith's* Pie in Minutes T " varieties. 


sauces. NOW products complement 
Fearn’s fine line of LeGouP canned 
soups and soup bases. This acquisi¬ 
tion marks Fearn’s entry into frozen 
foodservice products and positions it 
to take advantage of increasing con¬ 
sumer demand for these nourishing, 
great tasting, and convenient products. 

Fearn broadened its LeGout* line of 
premium quality soup bases in 1987, 
adding Lobster, Seafood, and Shrimp 
varieties, while LeGout* Culinary Clas¬ 
sic ” ready-to-serve soups continued 
to achieve further market growth. 


In response to market research, Mrs. 
Smith’s advertising and promotion pro¬ 
grams are taking greater advantage 
of the Company’s excellent reputation. 

In February 1988, Whitney’s Foods, 

Inc. became a part of Mrs. Smith’s 
Frozen Foods Co. This restructuring 
will provide marketing and sales 
synergies and will open up new ave¬ 
nues for product growth. 

Whitney’s Foods, Inc. continues to 
concentrate the marketing and dis¬ 
tribution of Whitney’st* 100% natural 
yogurt in the Eastern half of the coun¬ 
try. In 1987, sales of Whitney’s 15 fla¬ 
vors were especially strong in the 
Washington, Baltimore, and New York 
metropolitan areas. 

Fearn International Inc. 

During 1987, Fearn International, the 
quality leader in several segments 
of the foodservice business, acquired 
NOW Foods, Inc., a highly regarded 
producer of frozen soups, entrees, and 


Also in 1987, Fearn established two new 
sales divisions. The Industrial Division 
supplies soup bases to other food 
manufacturers and the Convenience 
and Deli Division serves this growing 
market for Culinary Classic" soups. 

Customer demand remained strong 
for LeGout" desserts and LeGout ” 
Natural 100 fruit juice concentrates. 
Rejuvenated consumer preference for 
sauces and gravies spurred increased 
sales of these LeGout products. 

Salada Foods Inc 

Salada Foods Inc markets a diverse 
line of tea products, including the 
original Salada * black tea. In February 
1988, Kellogg Company announced its 
intent to sell its U.S. and Canadian tea 
operations to Redco Foods, Inc. 











U A roun d the world, we lead the 
r\ ready-to-eat cereal category, 
and our greatest growth is yet 
to come.)) 

Arnold G. Langbo 

President, Kellogg International 
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Kellogg International 



Consistency and strength 
yield excellent returns 

Kellogg Company’s international op¬ 
erations serve markets in 130 coun¬ 
tries on six continents, providing the 
Company with geographic diversity 
and a solid worldwide infrastructure. 

However, amid this diversity there is 
a consistent purpose: to develop and 
lead the ready-to-eat cereal market 
with the highest quality products. Dec¬ 
ades of investment in facilities, new 
products, and marketing/distribution 
systems have yielded very favorable 
results for Kellogg International and 
have positioned the division for even 
greater growth in the future. 


Investing in facilities 

Record capital spending in 1987 en¬ 
abled Kellogg International to im¬ 
prove the effectiveness of its cereal 
manufacturing facilities and meet 
growing market needs. Major expan¬ 
sion and modernization projects took 
place at our plants in Manchester, 

England; Wrexham, 
Wales; Bremen, West 
Germany; and Syd¬ 
ney, Australia. A con¬ 
struction project to 
increase the capacity 
i of our Takasaki, 

| **■ Japan cereal plant is 
f jjtk •*« underway. 


KOMPLETE^ 

Ml E s I. 1 
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An emphasis on quality continues to 
sharpen our international operations. 
For example, the implementation of 
statistical process control techniques 
has helped our Queretaro, Mexico 
plant improve the quality of products 
produced and the overall efficiency 
of this facility. 

Investing in new products 

Kellogg International’s aggressive 
new-product program continued in 
1987 with launches made in both 
small and large operations alike. Fiber 
products were prominent among the 
introductions, including Kellogg's * 
All-Bran 1 in Spain and several Asian 
countries, Kellogg's* Bran Flakes" in 
Mexico, Kellogg's ® Pro Grain'' in West 
Germany, and Kellogg’s? Pro Granen" 
in the Netherlands. 

In Australia, Kellogg’s? Komplete and 
Kellogg's;* Smart Start]' two premium 
adult-targeted products, were launched. 
Kellogg’s* Froot Loops* was marketed 
for the first time in Brazil and Korea, as 
was Kellogg's - Musli" in Colombia. 

Following a major capital program, 
Kellogg’s ® Raisin Splitz" was intro¬ 
duced early in 1988 in Great Britain 
and Ireland. Raisin Splitz is the first 
fruit-filled biscuit cereal manufactured 
in Europe. Similar Kellogg products 
have enjoyed very good consumer re¬ 
sponse in the United States. 


Investing in marketing 
and distribution 

Solid sales growth of Kellogg products 
around the world continues to be fuel¬ 
ed by our very large investment in 
marketing programs. In well-devel¬ 
oped markets such as Great Britain, 
Ireland, and Australia, our focus is on 
developing and strengthening our 
brand franchises through creative 
advertising and effective consumer 
promotions. 

In less-developed ready-to-eat cereal 
markets such as France, Mexico, 
and Japan, we continue to direct our 
efforts at changing traditional break¬ 
fast consumption patterns. Our adver¬ 
tising encourages families to make 
Kellogg’s* ready-to-eat cereal the focal 
point of a nutritious and convenient 
breakfast. 

Around the world, ever-greater 
growth opportunities continue to un¬ 
fold, helped increasingly by the health 
consciousness of consumers on all 
continents and increasing recognition 
of the role of grain-based products 
in meeting the nutritional needs of a 
growing world population. Kellogg 
International is positioned - and de¬ 
termined - to make the most of 
these opportunities. 


















B eing innovative, responsive, 
and adding value are the 
keys to new-product develop¬ 
ment at Kellogg Company. 


Kelloggs Mueslix. 
[ilia! breakfast was meant to be. 
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New Products With Staying Power 



Miieslix: Inspired by Europe 
and loaded with taste, texture, 
and added value 

In the fall of 1987, Kellogg Company 
introduced Kellogg's ® Miieslix 1 " cereal 
in the U.S. market in two varieties: 

Five Grain and Bran. Miieslix',' a pre¬ 
mium quality grain, fruit, and nut 
product based on popular European 
“muesli" cereals, offers consumers a 
unique taste and texture combination 
with considerable nutritional appeal. 

Miieslix" Five Grain cereal combines 
grains of oats, wheat, corn, rice, and 
barley with raisins, dates, and hazel¬ 
nuts. , Miieslix" Bran cereal adds 
chopped dates, figs, and almonds to a 
fiber-rich, five-grain mixture. A serv¬ 
ing of either variety provides 11 essen¬ 
tial vitamins and minerals. 

Muesli cereals command more than 
20 percent of the total European 
ready-to-eat cereal market, yet until 
now their presence in the US. mar¬ 
ket has been minimal. 

That challenged Kellogg Company to 
develop a new muesli product with a 
great taste that appeals to American 
consumers. The result is Miieslix " 
and consumer response has been 
strongly favorable. 

Miieslix" cereal’s potential for long¬ 
term success in the marketplace is 
encouraging. 

That always has been Kellogg Com¬ 
pany’s goal: To provide consumers with 
unique, value-added products that 
will have long-term appeal. Our first 
product, Kellogg’s Corn Flakesf remains 
the world’s favorite ready-to-eat 
cereal 82 years after its introduction. 


A tradition of innovation 
continues 

Product introductions in the 1980s 
have carried on in that tradition. 

In 1981, w r e introduced Nutri-Grain* 
the world’s first line of flaked whole- 
grain, ready-to-eat cereal with no 
sugar or preservatives added. There 
now are five Nutri-Grain cereal vari¬ 
eties, and the Nutri-Grain concept has 
been extended to granola-type bars 
by Kellogg Company and to waffles 
and pancakes by Mrs. Smith’s Frozen 
Foods Co. 

Kelloggs * Crispixf introduced in 1982, 
is the first ready-to-eat cereal with 
identity separation of two grains (corn 
and rice) in a single manufactured 
cereal form. Crispix has become pop¬ 
ular both as a breakfast product and 
as the main ingredient in tasty Crispix 
snacks. 

Kellogg's* Raisin Squares" (1984) 
offers the appeal of having fruit con¬ 
tained within shredded wheat biscuits. 
This popular cereal line now also 
includes Kellogg's* Apple Cinnamon 
Squares" and Kellogg’s * Strawberry 
Squares'.' 

Kellogg's* Just Right" (1985) uses 
new technology to offer four-grain 
separation and taste in a highly for¬ 
tified cereal while retaining the indi¬ 
vidual qualities of each grain. It is 
available in two varieties: Fruit, Nut 
and Flake, and Nugget and Flake. 

From Kellogg's Corn Rakes % to 
Miieslix" Kellogg Company has de¬ 
veloped products that meet the taste 
preferences, nutritional needs, and 
changing life-styles of consumers. 
That remains our commitment as we 
look to the challenges and oppor¬ 
tunities of the future. 
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Eleven-Year Summary 

(dollar amounts in millions, except share data) 


Summary of Operations 



Net 

% 

Pretax 

% 

Net 

% 


Sales 

Increase 

Earnings 

Increase 

Earnings 

Increase 

10-year Compound 
Growth Rate 

9% 


10% 


11% 


1987 

$3,793.0 

14% 

$665.7 

13% 

$395.9 

24% 

1986 

3.340.7 

14% 

586.6 

11% 

318.9 

13% 

1985 

2,930.1 

13% 

527.4 

11% 

281.1 

12% 

1984 

2,602.4 

9% 

476.1 

7% 

250.5 

3% 

1983 

2,381.1 

1% 

444.0 

8% 

242.7 

7% 

1982 

2,367.1 

2% 

410.9 

9% 

227.8 

11% 

1981 

2,321.3 

8% 

378.6 

12% 

205.4 

12% 

1980 

2,150.9 

16% 

338.3 

20% 

184.0 

14% 

1979 

1,846.6 

9% 

281.6 

4% 

161.5 

12% 

1978 

1,690.6 

10% 

271.7 

4% 

144.4 

5% 

1977 

1,533.4 

11% 

261.4 

4% 

137.6 

6% 


Other Information and Financial Ratios 



Property, 

Net 

Capital 

Expenditures 

Deprecia¬ 

tion 

Total 

Assets 

Number of 
Employees 

1987 

$1,738.8 

$478.4 

$113.1 

$2,680.9 

17,762 

1986 

1,281.1 

329.2 

92.7 

2.084.2 

17,383 

1985 

1,035.9 

245.6 

75.4 

1,726.1 

17,082 

1984 

856.0 

228.9 

63.9 

1,667.1 

17,239 

1983 

743.2 

156.7 

62.8 

1.467.2 

18,293 

1982 

682.2 

121.1 

55.9 

1.297.4 

19,290 

1981 

658.4 

146.4 

49.1 

1.279.1 

20,260 

1980 

582.2 

122.9 

44.7 

1,181.9 

21,285 

1979 

509.0 

80.9 

40.5 

1,049.8 

20,818 

1978 

474.0 

86.7 

36.3 

941.9 

20,905 

1977 

422.1 

75.9 

31.9 

839.0 

20,405 


Net Sales Net Earnings 

billions ol dollars millions of dollars 


Return on Equity 
and Assets 

percent Book Value Per 

■ Equity Common Share 

■ Assets dollars 


4 (I 


32 


2 4 


I 6 


8 
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Per Common Share Data 


Average Shares Share- 

Net Cash Book (000’s) holders’ 

Earnings Dividends Value Outstanding Equity 


14% 

9% 




$3.20 

$1.29 

$9.82 

123,668 

$1,211.4 

2.58 

1.02 

7.27 

123,481 

898.4 

2.28 

.90 

5.54 

123,275 

683.0 

1.68 

.85 

3.96 

149,380 

487.2 

1.59 

.81 

6.39 

152,934 

977.9 

1.49 

.76 

5.79 

152,878 

884.7 

1.34 

.71 

5.30 

152.864 

810.3 

1.20 

.67 

4.81 

152,860 

735.8 

1.06 

.65 

4.28 

152,846 

654.2 

.94 

.60 

3.87 

152,808 

590.9 

.90 

.56 

3.52 

152,622 

537.0 


Financial Ratios 


Current 

Ratio 

Pretax Interest 
Coverage 
(times) 

Return on 
Average 
Equity 

Debt to 

Total 

Capital 

Working 

Capital 

Long-term 

Debt 

.9 

14 

38% 

27% 

$(51.5) 

$290.4 

1.1 

13 

40% 

31% 

43.2 

264.1 

1.4 

11 

48% 

38% 

173.8 

392.6 

1.1 

26 

27% 

59% 

87.4 

364.1 

1.8 

64 

26% 

4% 

302.4 

18.6 

1.8 

51 

27% 

2% 

256.5 

11.8 

1.9 

33 

27% 

11% 

281.3 

88.2 

2.0 

34 

26% 

12% 

276.3 

82.7 

2.1 

28 

26% 

15% 

258.0 

84.6 

2.1 

29 

26% 

16% 

222.3 

84.0 

2.2 

29 

27% 

17% 

206.7 

80.3 

Funds Provided by 
Operations 

millions of dollars 

• Other 

■ Depreciation 

■ Net Earnings 

Capital Expenditures 

millions ol dollars 

Common Share 

dollars 

■ Earnings 

■ Dividends 

Net Earnings 
to Net Sales 

percent 




83 HA 85 86 87 83 84 85 86 87 83 84 85 86 87 83 84 85 86 87 
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Financial Review 


Operations 

In 1987, the Company achieved its thirty-sixth consecutive year 
of new highs in both sales and earnings. Consolidated sales of 
$3.79 billion were up fourteen percent, following gains of four¬ 
teen percent in 1986 and thirteen percent in 1985. Net earn¬ 
ings improved by twenty-four percent to $396 million ($3.20 a 
share) following increases of thirteen percent in 1986 and 
twelve percent in 1985. 

Sales increased in 1987 as a result of several factors. Domestic 
operations achieved a ten percent increase to $2.49 billion on 
the strength of an over six percent rise in ready-to-eat cereal 
volume and a three percent rise in noncereal volume.The im¬ 
provement was further enhanced by favorable pricing actions. 

Canada’s nine percent sales increase to $205 million was 
primarily due to the effect of translating results at favorable 
exchange rates. Increased selling prices and a gain of two 
percent in ready-to-eat cereal volume also contributed to the 
improvement. 

In Europe, the twenty-five percent increase in sales dollars in 
1987 was principally the result of a five percent rise in ready-to- 
eat cereal volume, benefits gained through price increases, and 
favorable currency translation effects. The sales increase in 
other geographic areas resulted from a five percent rise in ce¬ 
real volume and higher selling prices. 

Cost of goods sold as a percentage of net sales has declined 
from fifty-five percent in 1985 to fifty-two percent in 1986 and to 
fifty-one percent in 1987. The favorable trend reflects timely 
price increases, relatively stable ingredient costs, the impact of 
cost containment programs, and higher production efficiencies. 

Selling and administrative expense absorbed thirty-one percent 
of each sales dollar in 1987, compared with tw'enty-eight percent 
in 1986 and twenty-six percent in 1985.These increases reflect 
the Company’s continued investment in marketing programs. 

Other deductions for 1986 included a $21.3 million loss related 
to the purchase and redemption of the Company’s $150 million, 
m percent debentures due in 2015, and losses from nonrecur¬ 
ring events of $10.4 million.The after-tax effect of these trans¬ 
actions was approximately $19.5 million or 16 cents a share. 

Interest expense was reduced in 1987 due in part to the long¬ 
term debt repurchases, which were refinanced with lower rate 
short-term borrowings. The Company’s on-going capital im¬ 
provement program also resulted in a $10.1 million increase in 
the amount of interest capitalized. 

The net earnings increases in the United States and Europe 
were due to higher sales levels, improved gross margins, and 
lower effective tax rates.The net earnings decline in Canada 
was primarily due to increased marketing costs and reduced 
income tax credits. Net earnings for operations in other areas 
increased mostly due to higher sales and a nonrecurring 
loss of $5.7 million in 1986. 


Fourth quarter 1987 net earnings increased seventeen percent 
due to an eight percent increase in ready-to-eat cereal volume, 
increased other revenue, and lower effective income tax rates. 


Geographic operating segments — covered by Report of 
Independent Accountants 


Net sales 

(millions) 

1987 

Change 

1986 

Change 

1985 

Change 

United States 

$2,491.5 

+ 10% 

$2,268.7 

+ 9% 

$2,074.9 

+ 16% 

% of total 

66% 


68 1 


71% 


Canada 

205.4 

+ 9% 

188.1 

+ 6% 

177.6 

- 1% 

% of total 

5% 


6% 


i; \ 


Europe 

799.8 

+ 25% 

640.3 

+ 35% 

474.9 

+ 12% 

% of total 

21% 


19'< 


16% 


Other areas 

296.3 

+ 22% 

243.6 

+ 20% 

202.7 

- 3% 

% of total 

8% 


7% 


7% 


Consolidated 

$3,793.0 

+ 14% 

$3 340.7 

+ 14% 

$2.930.1 

+ 13% 

Net earnings 

(millions) 

1987 

Change 

1986 

Change 

1985 

Change 

United States 

$303.5 

+ 23% 

$247.5 

+ 11% 

$222.7 

+ 14% 

% of total 

77% 


78% 


79% 


Canada 

6.1 

-46% 

11.3 

- 3% 

11.7 

+ 1% 

% of total 

1% 


3% 


4% 


Europe 

70.2 

+ 32% 

53.2 

+ 37% 

38.8 

+ 11% 

% of total 

18% 


17% 


14% 


Other areas 

16.1 

+ 133% 

6.9 

- 13% 

7.9 

- 14% 

% of total 

4% 


2% 


3% 


Consolidated 

$395.9 

+ 24% 

$318.9 

+ 13% 

$281.1 

+ 12% 

Identifiable assets 






(millions) 

1987 

Change 

1986 

Change 

1985 

Change 

United States 

$1,302.0 

+ 32% 

$ 984 4 

+ 18% 

$ 833.6 

+ 14% 

% of total 

49% 


47 


m% 


Canada 

306.7 

+ 6% 

289.5 

+ 10% 

262.7 

+ 6% 

% of total 

11% 


U% 


15% 


Europe 

698.0 

+ 71% 

4093 

+ 21% 

337.9 

+ 51% 

% of total 

26% 


20% 


20% 


Other areas 

243.4 

+ 23% 

198.2 

+ 25% 

158.9 

+ 7% 

% of total 

9% 


1 


9% 


Corporate assets 130.8 

- 36% 

202.8 

+ 52% 

133.0 

- 58% 

% of total 

5% 


10% 


8% 


Consolidated 

$2,680.9 

+ 29% 

$2,084.2 

+ 21% 

$1,726.1 

+ 4% 


Liquidity and Capital Resources 

The financial position of the Company remained strong as 
demonstrated by the December 31,1987 Consolidated Balance 
Sheet. 

Outlays for capital improvements in 1987 totaled $478 million 
compared with $329 million in the prior year. The objective of 
the capital expenditure program is the continued moderniza¬ 
tion and expansion of plant and machinery in order to produce 
the highest quality product at the lowest possible cost. In 1988. 
the program is to be expanded, resulting in capital expendi¬ 
tures in excess of $500 million. 
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At year-end, total borrowings amounted to $442 million, up 
$42 million from last year. Total debt as a percentage of total 
capitalization was 27 percent as compared to 31 percent last 
year. On January 22,1988, the Company’s Board of Directors 
approved proceeding with a shelf registration of $300 million 
of debt securities with the Securities and Exchange Commis¬ 
sion. This financing source will enable the Company to react 
quickly to favorable financial market conditions and should be 
in place by early 1988. 

The Company maintains credit facilities with banking institu¬ 
tions in the U.S. and other countries where it conducts busi¬ 
ness. At year-end, the Company had $335 million of short-term 
lines of credit of which $261 million were not being used. Com¬ 
mercial paper (A -14* /P -1 rated) is also used to fund sea¬ 
sonal working capital requirements.The Company enjoys 
strong debt ratings (AAA/Aaa/D&Pl) on its long-term debt. 

A twenty-six percent increase in dividends paid per share 
occurred in 1987. It was the thirty-first consecutive year that 
dividends per share increased.The total amount paid in 
dividends climbed to $160 million from $126 million in 1986. 

In April 1987, the Company’s Board of Directors authorized 
the purchase during the next 12 months of up to $100 million 
worth of Kellogg Company’s common stock.Through Decem¬ 
ber 31,1987, approximately 425,000 common shares have 
been purchased at an average price of $53 per share. 

Shareholders’equity increased by thirty-five percent to $1.2 bil¬ 
lion at year-end 1987. Total assets increased twenty-nine per¬ 
cent to $2.7 billion. Current assets comprise thirty percent of 
this total compared to thirty-five percent at the 1986 year-end. 

In February’ 1988, the Company signed a letter of intent to sell 
the assets comprising its tea business in the United States and 
Canada. The sale will not have a material impact on the Com¬ 
pany’s financial statements. 

The United States Tax Reform Act of 1986 is expected to have 
a continuing favorable effect on 1988 net earnings from U.S. 
operations as the tax rate declines to 34%. 

The Company adopted all provisions of FASB Statement No. 87 
“Employers’Accounting for Pensions,” effective January 1,1987. 
The new accounting requirements, offset somewhat by benefit 
improvements in the fourth quarter to certain plans covering 
most U.S. employees, resulted in a net decline in pension ex¬ 
pense of $6 million. The Company’s intangible assets and other 
noncurrent liabilities include $46 million at year-end due to 
underfunded pension plans primarily in the United States. 

The deferred income tax liability is expected to be reduced by 
approximately $25 million when the Company adopts the 
Financial Accounting Standards Board Statement No. 96, Ac¬ 
counting for Income Taxes, which must be implemented by 
1989. All other FASB Statements issued in 1987, with effective 


dates beyond December 31,1987, are not expected to have a 
material impact on the Company’s financial statements. 

Management is not aware of any adverse trends that would 
materially affect the Company’s strong financial position or 
the ability to provide financial resources to fund capital ex¬ 
penditures, dividends, and working capital requirements. 


Quarterly operating results 




Net sales 


Gross profit 

(millions) 

1987 

1986 

1987 

1986 

First 

$ 896.0 

$ 798.0 

$ 445.5 

$ 381.1 

Second 

923.1 

867.2 

453.9 

418.3 

Third 

1,008.9 

866.2 

511.9 

415.9 

Fourth 

965.0 

809.3 

442.4 

380.8 


$3,793.0 

$3,340.7 

$1,853.7 

$1,596.1 


Net earnings 

Earnings per share 

(millions, except 

share data) 

1987 

1986 

1987 

1986 

First 

$104.5 

S 76.5 

$ .85 

$ .62 

Second 

89.8 

69.2 

.72 

.56 

Third 

119.3 

102.8 

.96 

.83 

Fourth 

82.3 

70.4 

.67 

.57 


$395.9 

$318.9 

$3.20 

$2.58 


The second quarter of 1986 includes a loss of 8C a share from the buyback 
of a portion of the Company’s 12 Y\% Sinking Fund Debentures. 


Dividends and common stock 

The dividend payments for the year totaled $1.29 a share,up 
over 26 percent from 1986. 

The principal market for trading Kellogg shares is the New York 
Stock Exchange.The shares also are traded on the Boston, Cin¬ 
cinnati, Midwest, Pacific, and Philadelphia Stock Exchanges.The 
closing price (on the NYSE) on December 31,1987, was $52.37. 
Dividends paid and the quarterly price ranges on the New York 
Stock Exchange during the last two years are as follows. 


1987 

Dividend 

High 

Low 

4th Quarter 

$ .34 

$64.12 

$38.00 

3rd Quarter 

.34 

67.75 

60.00 

2nd Quarter 

.34 

68.75 

53.00 

1st Quarter 

.27 

65.50 

51.50 

$1.29 

1986 

4th Quarter 

$ .27 

$55.00 

$46.50 

3rd Quarter 

.25 

58.12 

42.25 

2nd Quarter 

.25 

58.63 

37.00 

1st Quarter 

.25 

43.00 

33.50 

$1.02 




















Kellogg Company and Subsidiaries 

Consolidated Earnings and Retained Earnings 

Year ended December 31, 


(millions) 

1987 

mti 

1985 

Net sales 

$3,793.0 

$3,340.7 

$2,930.1 

Interest revenue 

14.1 

11.7 

7.2 

Other revenue (deductions), net 

(8.4) 

(31.0) 

(2.8) 

3,798.7 3.321.4 2.934.5 

Cost of goods sold 

1.939.3 

1.744.6 

1,605.0 

Selling and administrative expense 

1.162.5 

948.7 

766.7 

Interest expense 

31.2 

41.5 

35.4 


3,133.0 

2.734.8 

2.407.1 

Earnings before income taxes 

665.7 

586.6 

527.4 

Income taxes 

269.8 

267.7 

246.3 

Net earnings — $3.20, $2.58, and $2.28 a share 

395.9 

318.9 

281.1 

Retained earnings, beginning of year 

1.481.5 

1,288.5 

1.118.4 

Dividends paid—$1.29, $1.02,and $.90 a share 

(159.5) 

(125.9) 

(111.0) 

Retained earnings, end of year 

$1,717.9 

$1,481.5 

$1,288.5 


See notes to financial statements. 

















Kellogg Company and Subsidiaries 

Consolidated Balance Sheet 

At December 31, 


(millions) 

1987 

1986 

Current assets 



Cash and temporary investments 

$ 126.2 

$ 198.1 

Accounts receivable, less allowances of $2.6 and $2.3 

275.1 

217.5 

Inventories: 



Raw materials and supplies 

161.9 

147.7 

Finished goods and materials in process 

149.0 

117.7 

Prepaid expenses 

89.7 

48.6 

Total current assets 

801.9 

729.6 

Property 



Land 

34.7 

29.7 

Buildings 

568.3 

439.0 

Machinery and equipment 

1,427.2 

1,172.6 

Construction in progress 

387.8 

213.1 

Accumulated depreciation 

(679.2) 

(573.3) 

Property, net 

1,738.8 

1,281.1 

Intangible assets 

77.4 

28.0 

Other assets 

62.8 

45.5 

Total assets 

$2,680.9 

$2,084.2 

Current liabilities 



Current maturities of debt 

$ 151.4 

$ 135.6 

Accounts payable 

311.9 

262.8 

Accrued liabilities: 



Income taxes 

113.5 

72.2 

Salaries and wages 

56.3 

51.0 

Promotion 

151.9 

101.2 

Interest 

30.0 

25.6 

Other 

38.4 

38.0 

Total current liabilities 

853.4 

686.4 

Long-term debt 

290.4 

264.1 

Other liabilities 

69.3 

16.4 

Deferred income taxes 

256.4 

218.9 

Shareholders’ equity 



Common stock, $.25 par value—shares authorized 165,000,000; 



issued 154,015,283 and 153,744,802 

38.5 

38.4 

Capital in excess of par value 

58.1 

49.3 

Retained earnings 

1,717.9 

1,481.5 

Treasury stock, at cost—30,607,683 and 30,182,783 shares 

(598.2) 

(575.6) 

Currency translation adjustment 

(4.9) 

(95.2) 

Total shareholders’ equity 

1,211.4 

898.4 

Total liabilities and shareholders’ equity 

$2,680.9 

$2,084.2 


See notes to financial statements. 
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Kellogg Company and Subsidiaries 

Changes in Consolidated Financial Position 

Year ended December 31. 


(millions) 

1987 

1986 

1985 

Source of funds 




Net earnings 

$395.9 

$318.9 

$ 281.1 

Depreciation 

113.1 

92.7 

75.4 

Deferred income taxes and other 

40.5 

31.2 

54.9 

Funds provided by operations 

549.5 

442.8 

411.4 

Changes in components of working capital: 




Accounts receivable 

(57.6) 

(13.6) 

(21.4) 

Inventories 

(45.5) 

(19.5) 

(24.8) 

Prepaid expenses 

(41.1) 

(8.1) 

(1.5) 

Current maturities of debt 

15.8 

100.8 

(305.8) 

Accounts payable 

49.1 

73.1 

62.3 

Accrued liabilities 

102.1 

68.2 

23.7 

Net change 

22.8 

200.9 

(267.5) 

Funds provided by operations and changes in working capital 

572.3 

643.7 

143.9 

Issuance of long-term debt 

52.4 

22.6 

31.5 

Issuance of common stock 

8.8 

4.8 

3.7 

Property disposals 

10.2 

4.1 

4.3 

Other 

9.5 

13.5 

8.7 

Total source of funds 

653.2 

688.7 

192.1 

Use of funds 




Additions to properties 

478.4 

329.2 

245.6 

Cash dividends 

159.5 

125.9 

111.0 

Purchase of treasury stock 

22.6 



Reduction in long-term debt 

29.1 

151.3 

2.8 

Other 

30.6 

15.4 

23.8 

Total use of funds 

720.2 

621.8 

383.2 

Effect of exchange rate changes on working capital 

(4.9) 

3.4 

10.0 

Increase (decrease) in cash and temporary investments 

$(71.9) 

$ 70.3 

$(181.1) 


See notes to financial statements. 














Kellogg Company and Subsidiaries 

Notes to Financial Statements 


Note 1 Accounting policies 

Consolidation 

The consolidated financial statements include the accounts 
of Kellogg Company and its wholly-owned subsidiaries. Inter¬ 
company balances and transactions are eliminated. 

Inventories 

Inventories include raw materials, labor, and manufacturing 
expenses and are valued at the lower of cost (principally 
average) or market. 

Property 

Fixed assets are recorded at cost and depreciated over esti¬ 
mated useful lives using straight-line methods for financial 
reporting and accelerated methods for tax reporting. Interest 
cost capitalized as part of the construction cost of capital assets 
amounted to $17.6 million in 1987, $7.5 million in 1986, and 
$17.5 million in 1985. 

Intangible assets 

Intangible assets represent the unamortized excess of cost over 
fair market value of net assets of businesses acquired by pur¬ 
chase (goodwill), trademarks and the amount of underfunded 
pension plans. Goodwill amounting to $19.0 million recorded 
prior to November 1,1970, is not being amortized as the assets 
are considered to have continuing value over an indefinite peri¬ 
od. Trademarks and the balance of goodwill are being amor¬ 
tized by the straight-line method, over periods up to 40 years. 

Net earnings per share 

Net earnings per share is determined by dividing net earnings 
by the weighted average number of common shares 
outstanding. 

Investment credits 

Tax laws in certain countries provide for tax credits for qualify¬ 
ing expenditures. Such credits are used to reduce current in¬ 
come tax provisions. 

Note 2 Leases 

Operating leases generally are for equipment and warehouse 
space. Rent expense on all operating leases, which generally 
are renewable at the Company’s option, amounted to $34.2 
million in 1987, $31.7 million in 1986, and $25.7 million in 1985. 
Future minimum rental commitments under noncancelable 
leases are not material. 

Note 3 Research and development 

Research and development costs charged to earnings approxi¬ 
mated $40.0 million in 1987, $38.2 million in 1986, and $33.9 
million in 1985. 


Note 4 Foreign currency translations 

Most effects of exchange rate changes are reflected as a cur¬ 
rency translation adjustment in shareholders’ equity. 

Exchange adjustments attributable to operations in highly in¬ 
flationary economies are reflected in earnings along with the 
exchange adjustments related to foreign currency transactions 
that affect cash flows. 

The currency translation adjustment included in shareholders’ 
equity consists of the following components. 


(millions) 

1987 

1986 

Balance, January 1 1. 

$(95.2) 

$(111.6) 

Exchange adjustments 

86.1 

16.0 

Income tax effect of the adjustments 

4.2 

.4 

Balance, December 31, 

$ (4.9) 

$ (95.2) 


Note 5 Debt 

Short-term debt consists of domestic commercial paper 
amounting to $46.6 million at 7.6% in 1987, and $79.4 million 
at 6.2% in 1986; and bank loans of foreign subsidiaries at com¬ 
petitive market rates. 

During 1986, the Company extinguished its \2 [ A% Sinking 
Fund Debentures, resulting in a pretax loss of $21.3 million 
which is included in Other Deductions. 

On January 15,1987, the Company issued $50 million of Cana¬ 
dian Dollar denominated 9% notes due January 16,1992. 

Information on long-term debt follows. 


(millions) 

1987 

1986 

10 7 /s% Eurodollar Notes due 1990 

$100.0 

$ 99.9 

WAX Eurodollar Notes due 1992 

99.9 

99.9 

9% Canadian Dollar Notes due 1992 

38.5 


14'/8% Australian Dollar Notes due 1989 

25.6 

23.2 

\2Va% Australian Dollar Notes due 1988 

21.6 

20.0 

Other 

28.8 

23.3 


314.4 

266.3 

Less current maturities 

24.0 

2.2 


$290.4 

$264.1 

Principal payments are due as follows (in millions); 1989 

- $28; 



1990-$100; 1991 - $0; 1992-$153. 

The Company has credit agreements providing for borrowing 
an aggregate of approximately $335 million on an unsecured 
basis, $261 million of which is unused at December 31,1987. 
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Note 6 Common stock and other capital 

In April 1987, the Board of Directors authorized management 
to purchase up to $100,000,000 of the Company’s common 
stock during the next 12 months. As of December 31,1987, a 
total of 424,900 shares at an average cost of $53 per share have 
been purchased. A summary of capital stock transactions 
follows. 


(millions) 

Common 

Stock 

Capital in 
excess of 
par value 

Treasury- 

Stock 

Balance. January 1.1985 

$38.4 

$40.8 

$577.8 

Stock options exercised 


3.5 


Other changes 


.2 

(1-0) 

Balance. December 31.1985 

38.4 

44.5 

576.8 

Stock options exercised 


3.4 


Other changes 


1.4 

(1.2) 

Balance, December 31,1986 

38.4 

49.3 

575.6 

Stock options exercised 

.1 

8.8 


Treasury stock purchased 



22.6 

Balance. December 31.1987 

$38.5 

$58.1 

$598.2 


Under the Company’s stock option plan, options may be 
granted at not less than the fair market value of the Company’s 
common stock at the time of grant. Such options are exercis¬ 
able when granted and expire ten years from date of grant. 
Options for 1,141,475, and 1,285,875 shares were available for 
grant at December 31,1987, and January 1,1987, respectively. A 
summary of transactions under the plan follows. 



1987 

Price range 

Under option, January 1. 

806,091 

$11.25-$48.63 

Granted 

170,900 

51.00- 60.75 

Exercised 

274,175 

11.25- 51.00 

Terminated 

26,500 


Under option, December 31, 

676,316 

$11.25-$60.75 


Note 7 Retirement plans 

The Company has several pension plans to provide retirement 
benefits for substantially all employees. Benefits for salaried 
employees are generally based on salary and years of service, 
while union employee benefits are generally a negotiated 
amount for each year of service. Plan funding strategies are 
influenced by tax regulations. Plan assets consist primarily of 
equity securities with smaller holdings of fixed income secu¬ 
rities, real estate, and other investments. 

The Company adopted all provisions of Statement of Financial 
Accounting Standard No. 87, Employers’ Accounting for Pen¬ 
sions, effective January 1,1987. The adoption of the new pension 
accounting rules, offset somewhat by benefit improvements 
during the fourth quarter to certain plans covering most U.S. 


workers, caused the decline in pension expense in 1987. Pen¬ 
sion expense computed using previous accounting standards 
was $20.4 million in 1986 and $25.6 million in 1985.The de¬ 
crease in 1986 pension expense from 1985 occurred principally 
due to changes in actuarial assumptions used in the calcula¬ 
tion of pension plan data in the United States. 

At December 31.1987, Intangible Assets and Other Liabilities 
include $45.8 million reflecting underfunded pension plans 
primarily in the United States. 


Pension expense includes the following components. 


(millions) 


1987 

Service cost 


$ 13.6 

Interest cost 


31.5 

Actual return on plan assets 


(23.5) 

Net amortization and deferral 


(91) 

Pension expense for Company plans 


12.5 

Pension expense for multiemployer plans 


1.6 

Total pension expense 


$ 14.1 

The reconciliation of the funded status of the plans at 
December 31,1987 follows. 



Under¬ 

Over- 

(millions) 

funded 

funded 

Accumulated benefit obligation: 

Nonvested 

$ 5.8 

$ 4.2 

Vested 

158.7 

180.7 

Total 

164.5 

184.9 

Effect of projected salary increases 

11.8 

55.8 

Projected benefit obligation 

176.3 

240.7 

Plan assets at fair value 

105.0 

273.2 

Assets greater (less) than projected 

benefit obligation 

(71.3) 

32.5 

Unrecognized net loss 

7.6 

16.3 

Unrecognized transition amount 

35.1 

(39.7) 

Unrecognized prior service cost 

14.9 

7.0 

Prepaid (accrued) pension expense 

*(13.7) 

$ 16.1 


All gains and losses are recognized over the average remaining 
service period of active employees. 

The weighted averages, for all plans, of the actuarially assumed 
discount rate, long-term rate of compensation increase, and 
long-term rate of return on planned assets were 9.0%, 6.8%,and 
9.4%, respectively. 

The Company and certain of its subsidiaries provide health 
care and life insurance benefits for some retirees. The costs, 
expensed principally as incurred, are not material. 





























Note 8 Income taxes 

Income taxes are provided on the basis of earnings reported in 
the financial statements. To the extent that certain transactions 
are reported in different periods for tax purposes, a portion of 
the provision for taxes is classified as deferred. The components 
of pretax earnings and of income tax expense follow. 


(millions) 

1987 

1986 

1985 

Earnings before income taxes: 




United States 

$520.6 

$471.1 

$424.3 

Foreign 

145.1 

115.5 

103.1 


$665.7 

$586.6 

$527.4 

Income taxes: 




Currently payable: 




Federal 

$189.5 

$178.7 

$155.1 

State 

15.9 

17.1 

11.7 

Foreign 

44.9 

44.8 

32.6 


250.3 

240.6 

199.4 

Deferred. 




Federal 

3.4 

22.7 

29.5 

State 

1.6 

1.7 

2.3 

Foreign 

14.5 

2.7 

15.1 


19.5 

27.1 

46.9 

Total income taxes 

$269.8 

$267.7 

$246.3 


Following is a reconciliation of the U.S. statutory income tax 
rate to the Company's effective income tax rate and rate of 
income tax currently payable. 



1987 

1986 

1985 

U.S. statutory rate 

40.0% 

46.0% 

46.0% 

State income taxes, net of federal credit 

1.6 

1.7 

1.4 

Investment credits 


(1.2) 

(17) 

Research and development credits 

(3) 

(.7) 

Other 

(.8) 

(2) 

1.0 

Effective income tax rate 

40.5% 

45.6% 

46.7% 

Deferred tax effect of: 




Accelerated depreciation 

(3.4) 

(3.5) 

(4.8) 

Other tax timing differences 

.5 

(11) 

(4.1) 

Rate of income tax currently payable 

37.6% 

41.0% 

37.8% 


At December 31,1987, $550 million of earnings of foreign sub¬ 
sidiaries is considered permanently invested in those busi¬ 
nesses. Accordingly, U.S. income taxes have not been provided 
for such earnings. 

Financial Accounting Standards Board Statement No. 96, 
Accounting for Income Taxes, is expected to reduce the Com¬ 
pany’s deferred income tax liability. The statement must be 
adopted by 1989 and the cumulative effect will be reported in 
earnings. 


Note 9 Operating segments 

The Company operates in a single industry-manufacturing 
and marketing convenience food products throughout 
the world. 

Information presented on page 18 describes operations by geo¬ 
graphic area. Included are schedules of net sales and net earn¬ 
ings for the years 1987,1986, and 1985, and the related year-end 
identifiable assets, including corporate assets that are com¬ 
prised principally of cash and temporary investments. Transfers 
of products between geographic areas are not material. 

Report of Independent Accountants 
Price Waterhouse 

To the Shareholders and Board of Directors 
of Kellogg Company 

In our opinion, the consolidated financial statements appearing 
on pages 20 through 25 of this report present fairly the financial 
position of Kellogg Company and its subsidiaries at December 
31,1987 and 1986, and the results of their operations and the 
changes in their financial position for each of the three years in 
the period ended December 31,1987, in conformity with gener¬ 
ally accepted accounting principles consistently applied. Our 
examinations of these statements were made in accordance 
with generally accepted auditing standards and accordingly 
included such tests of the accounting records and such other 
auditing procedures as we considered necessary in the 
circumstances. 



Battle Creek, Michigan 
February 19,1988 
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Kellogg Products and Operations 

(by location of manufacture) 


Argentina 

Kelloggs* cereals, snacks 

Australia 

Kelloggs* cereals 

Brazil 

Kelloggs • baby food cereals, cereals 

Canada 

Kelloggs* cereals, toaster pastries 
Eggo* waffles 
Farm House* pies 

Salada * drink mixes, fudge 
mixes, tea 

Shirriff* desserts, jelly and 
marmalade, pie fillings, potatoes, 
puddings, snack dips, toppings 

Colombia 

Kelloggs* cereals 

Denmark 

Kelloggs* cereals 
Foska * peas 

Mollerens* macaroni, peas, 
spaghetti 

Great Britain 

Kelloggs* cereals 
Askeys* cones, syrups, wafers 

Guatemala 

Kelloggs* cereals 

Jamaica 

Acocoa cocoa powder 

Blue Mountain coffee 

Carib* coffee 

Foska * cereal 

Lushus * jelly crystals 

Salada * drink mixes, espresso, 

instant coffee, sugar 

Shirriff"* coffee 


Japan 

Kelloggs " cereals 

Mexico 

Kelloggs* cereals 

South Africa 

Kellogg's' cereals, drink mixes 
Lushus* jelly 

South Korea 

Kellogg's' cereals 

Spain 

Kellogg's* cereals 

United States 

Kellogg's* cereals, croutons, 
granola-type bars, non-dairy 
creamer, toaster pastries 

Eggo* dressings, mayonnaise, mixes, 
sauces, syrups, pancakes, waffles 

Dutch Maid 9 mixes, whipped 
topping 

Junket ' custard and rennet tablets 

LeGout* desserts, drink mixes, 
entrees, gravies, juice bases, 
pudding and pie fillings, sauces, 
soup bases, soups 

Mrs. Smith's* pies, whipped topping 

Salada* dessert fillings and 
glazes, tea 

Hansen Island Fudge* mix 
Whitney's* yogurt 

Venezuela 

Kellogg's * cereals, custards, flans, 
puddings, gelatins 

West Germany 

Kellogg's * cereals, 
granola-type bars 


Kellogg North America 
U.S. Food Products Division 

Battle Creek. Michigan 
San Leandro, California 
Omaha. Nebraska 
Lancaster. Pennsylvania 
Muncy, Pennsylvania 
Memphis, Tennessee 

U.S. Subsidiaries 
Fearn International Inc. 
Franklin Park. Illinois 
Los Angeles. California 
Milpitas, California 
Minneapolis. Minnesota 

Mrs. Smith's Frozen Foods Co. 
Pottstown. Pennsylvania 
San Jose. California 
Atlanta. Georgia 
Blue Anchor, New Jersey 
Morgantown. Pennsylvania 
Arlington. Tennessee 
Rossville, Tennessee 

Salada Foods Inc 
Little Falls. New York 

Kellogg Salada Canada Inc. 

London. Ontario 
Rexdale, Ontario 
Montreal. Quebec 

Kellogg International 

Buenos Aires. Argentina 
Sydney, Australia 
Sao Paulo. Brazil 
Bogota, Colombia 
Svendborg, Denmark 
Aylesbury, Great Britain 
Manchester, Great Britain 
Wrexham. Great Britain 
Guatemala City. Guatemala 
Kingston. Jamaica (2) 

Takasaki. Japan 
Queretaro. Mexico 
Springs. South Africa 
Ansung, South Korea 
Vails, Spain 
Maracay. Venezuela 
Bremen, West Germany 
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Kellogg Company 

One Kellogg Square 
PO Rnx 3599 

Battle Creek, Ml 49016-3599 
(616)961-2000 

Independent Accountants: 

Price Waterhouse 

Transfer Agents and Registrars: 

Common Stock: 

Harris Trust and Savings Bank 
Corporate Trust Operations 
PO. Box 755 
311 West Monroe Street 
Chicago, 1L 60690 

Fiscal Agent: 

\2 3 A% Australian Dollar Notes due 10/1/88, 
14!/s% Australian Dollar Notes due 10/23/89, 
10 7 /b% Eurodollar Notes due 1/15/90 
1 VA% Eurodollar Notes due 1/15/92 and 
9% Canadian Dollar Guaranteed Notes 
due 1/16/92 
Citibank, N.A. 

Ill Wall Street 
New York, NY 10043 

Dividend Disbursing Agent: 

Harris Trust and Savings Bank 
Corporate Trust Operations 
PO. Box 755 
311 West Monroe Street 
Chicago, IL 60690 

Dividend Reinvestment and 
Stock Purchase Plan: 

This plan, available to shareholders, pro¬ 
vides a means of regular dividend reinvest¬ 
ment including a voluntary cash payment 
option for the purchase of additional stock. 
For details, contact: 

Dividend Reinvestment 
Harris Trust and Savings Bank 
PO. Box A3309 
Chicago, 1L 60690 


Kellogg Better Government Committee: 

This committee is organized to permit 
Company shareholders, executives, adminis¬ 
trative personnel, and their families to pool 
their contributions in support of candidates 
for elected offices at the federal level who 
believe in sound economic policy and real 
growth, and who will fight inflation and 
unemployment, try to decrease taxes, and 
reduce the growth of government. Inter¬ 
ested shareholders are invited to write for 
further information: 

Kellogg Better Government Committee 
ATTN: Molly Amodeo 
One Kellogg Square 
PO. Box 3599 

Battle Creek, Ml 49016-3599 

Company Information 

The 10-K report, cassette tape recordings of 
this report for visually impaired shareholders, 
and other corporate information are available 
upon request from: 

Connie Katz 
Finance Department 
Kellogg Company 
One Kellogg Square 
PO Box 3599 

Battle Creek, MI 49016-3599 

Product information is available 
upon request from: 

Consumer Affairs Department 
Kellogg Company 
One Kellogg Square 
PO Rnx 3599 

Battle Creek, MI 49016-3599 

Common stock listed on the New York Stock 
Exchange Ticker Symbol-K 

Throughout this Annual Report references in 
italics represent worldwide trademarks or 
product names owned by or associated with 
Kellogg Company. 

€>1988 Kellogg Company 
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